
 
 

 
MINUTES 

REGULAR MEETING 
ARIZONA STATE RETIREMENT SYSTEM BOARD 

 
Friday, August 19, 2005 

8:30 a.m., MST 
 

 
The Arizona State Retirement System (ASRS) Board met in the 10th Floor Board Room, 3300 N. 
Central Avenue, Phoenix, Arizona.  Dr. Keith Meredith, Chair of the ASRS Board, called the 
meeting to order at 8:36 a.m., MST. 
 
The meeting was teleconferenced to the ASRS office at 7660 E. Broadway, Tucson, Arizona 
85710. 
 
1. Call to Order; Roll Call; Opening Remarks 

 
Present: Dr. Keith Meredith, Chair 
  Mr. Karl Polen, Vice Chair 

Mr. David Byers 
Mr. Jaime Gutierrez 
Mr. Chris Harris  
Mr. Lawrence Trachtenberg (via teleconference) 
Mr. Steven Zeman  

 
Absent: Ms. Anne Mariucci 
  Mr. Michael Townsend 
 
A quorum was present for the purpose of conducting business. 
 
 
2. Approval of the Consent Agenda 

 
Motion:  Mr. Jaime Gutierrez moved to approve Refunds, Death Benefits and Retirements, 
 
And 
 
Approve the System Transfers,  
 
And 
 
Approve the minutes of the July 15, 2005 Regular Meeting of the ASRS Board, 
 
And 
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Approve the Applications and Agreements with the Following Employer: 

• Santa Cruz County District Dba. Pimeria Alta Accommodation School 
 
And 
 
Approve the Recommended Administrative Law Judge’s Decision Regarding: 

i) Deborah Godley 
ii) Shirley E. Holland 
iii) Gwendolyn Sue Gunn  

 
Mr. Christopher Harris seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
3. Presentation, Discussion and Appropriate Action Regarding the FY 2007 Budget 

Request 
 
Mr. Anthony Guarino, Deputy Director, Chief Operations Officer, stated that the Operations 
Committee met on July 21, 2005, to review the ASRS’ FY 2007 budget request. 
 
Due to the sunset review conducted by the Auditor General, the State Legislature appropriated 
only the first of the ASRS’ two-year Fiscal Year 2006 and 2007 budget request recommended by 
the Operations Committee, and approved by the Board last year. 
 
Rather than simply resubmit the previously approved Fiscal Year 2007 budget request, Executive 
Management took the opportunity to re-examine the request.  The result is a request that is $1.5 
million, or 6.7 percent, less than the original.  This is due primarily to revised growth 
projections. 
 
Once again, the budget includes a request for substantial increases in staff.  If approved and 
appropriated, Executive Management believes this will be the last request, barring significant 
program changes, in which a substantial number of new permanent staff will be needed in the 
near term. 
 
Executive Management’s expectation is that with the business re-engineering and technology 
efforts near completion, the ASRS will be able to excel in its core business functions and be 
highly productive without large infusions of staff. 
 
The Operations Committee recommends the Board approve the FY 2007 appropriated budget 
request of $21,314,500 prepared by the Executive Management. 
 
Motion:   Mr. Karl Polen moved to approve the Budget Request for Fiscal Year 2007. 
 
Mr. Steve Zeman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
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4. Presentation, Discussion and Appropriate Action Regarding the Total Fund 

Performance Overview for the Period Ending June 30, 2005 
 
Mr. Terry Dennison, Consultant, Mercer Investment Consulting, presented an overview of the 
Total Fund performance during the second quarter highlighting specific areas of interest and 
concern.   
 
The U.S. economy continues to produce moderate growth around its long-term average.  The 
Commerce Department’s initial estimate of second quarter GDP growth was 3.4%, in line with 
consensus estimates, but down from the upwardly revised 3.8% growth in the first quarter.  
During the quarter, analysts were worried about a slumping economy, burdened by higher oil 
prices, higher interest rates, and lackluster consumer spending in certain sectors.  However, the 
recent statistics indicate a rebound to above average growth.  Interest rates in the second quarter 
may have hindered growth, but long rates declined sharply, with the 10 year bond dropping from 
4.5% to 3.94%. 
 
Employment growth remained steady and industrial production, retail sales, and housing appear 
solid.  Tax receipts at the federal, state, and municipal levels are stronger than expected, and, 
currently, economic growth appears slightly better than average.  Overall, GDP for all of 2005 
should be 3.5%, right at the long term average. 
 
Inflation fears peaked early in the second quarter amid oil prices rising above $60 per barrel.  
These higher energy prices failed to spark much retail inflation.  Break even inflation dropped 
sharply during the quarter (2.7% to 2.3%).   
 
The Federal Reserve kept its “measured” pace of increasing interest rates during the quarter.  The 
market has recently upped its forecast, and Fed Futures imply that the Fed Funds rate will be 
4.0% by the end of the year.  With year over year inflation below 3.0% and short rates above 
3.0%, Federal Reserve policy is producing positive real short rates, which probably has not been 
seen since late 2001.   
 
One major event for the Federal Reserve is the looming retirement of Alan Greenspan in early 
2006.  Early speculation is that Ben Bernanke will be nominated by the President.  Bernanke 
advocates that the Fed should articulate an inflation target.  Many believe that the Fed targets 
1.0% to 2.0% as measured by the Personal Consumption Expenditures index.   
 
Mr. Dennison discussed concerns regarding the “housing bubble.”  The “housing bubble” is built 
on a mountain of debt and is of particular concern because more than the investment can be lost.  
Low interest rates and “exotic financing” fuel the boom and loan quality is at an all time low. 
 
Mr. Dennison reported on the Total Fund Performance for the period ending June 30, 2005.   

*Interim Benchmark of 56% S&P 500/28% LB Aggregate/16% EAFE, which incorporates a 
propration of 6% real estate. 

 Quarter 1 Year 3 Years 5 Years 10 Years Inception(6/30/75) 
ASRS Total Fund 1.7% 8.5% 9.2% 2.2% 9.4% 10.9% 
Benchmark* 1.5% 7.8% 8.5% 1.3% 8.1% 9.1% 
Excess Return 0.2% 0.7% 0.7% 0.9% 1.3% 1.8% 
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5. Presentation, Discussion and Appropriate Action Regarding the ASRS Domestic Fixed 

Income Manager(s) Review 
 
Mr. Gary Dokes, Chief Operations Officer, stated that once a year, he and Mr. Terry Dennison 
make an official presentation to the Board of the various Fixed Income Managers.  Mr. Dokes 
stated that today’s presentation regarding the Domestic Fixed Income Managers was for 
informative purposes only and no action by the Board was requested.   

As of June 30, 2005, the market value of the ASRS fixed income manager(s) assets was $5.2 
billion and represented approximately 25% of the ASRS total assets.  Fixed income assets are 
currently managed in six portfolios: three active portfolios and three passive/enhanced passive 
portfolios.  Approximately two-thirds of fixed income assets are managed passively.  Such an 
allocation is consistent with the ASRS asset allocation study and ASRS historical manager 
performance experience. As reported by Mercer, on an intermediate and longer-term historical 
basis, ASRS fixed income managers have collectively provided Lehman Brothers Aggregate 
Index returns. 

 

BlackRock Attribution Analysis for Periods ended June 2005 

 Quarter 1 Year 3 Years 5 Years Inception 

Duration 
Management 

-0.45% -0.20% 0.09% 0.03% 0.05% 

Security 
Selection/ 

Sector 
Allocation 

0.10% 0.30% 0.33% 0.31% 0.28% 

Fees -0.04% -0.16% -0.16% -0.16% -0.16% 

Total Value 
Added 

Relative to 
Benchmark 

-0.39% -0.06% 0.26% 0.18% 0.17% 

 

• No organizational concerns at this time 
• BlackRock underperformed its benchmark for the recent quarter and 1 year and placed 

below the universe median, but has outperformed its benchmark for longer periods.  
• Mercer rates this product A (above average probability of outperformance). 

 
 
Fidelity Investments Attribution Analysis for periods ended June 2005 

 Quarter 1 Year 3 Years 5 Years Inception 
Duration 

Management 
--- --- --- --- --- 

Sector 
Allocation 

-0.05% 0.37% --- --- 0.34% 
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Security 
Selection 

-0.10% 0.34% --- --- 0.15% 

Fees -0.04% -0.20% --- --- -0.20% 
Total Value 

Added 
Relative to 
Benchmark 

-0.19% 0.51% --- --- 0.29% 

 
• No organization concerns at this time. 
• Fidelity outperformed its benchmark for 1 year and since inception.  The portfolio placed 

below the universe median for all periods evaluated. 
• Mercer rates this product B+ (average probability of outperformance). 

 
 
JP Morgan Attribution Analysis for periods ended June 2005 

 Quarter 1 Year 3 Years 5 Years 
Duration 

Management 
0.01% 0.26% 0.08% 0.04% 

Sector 
Allocation 

-0.05% 0.25% 0.22% 0.21% 

Security 
Selection 

-0.01% -0.05% 0.16% 0.14% 

Fees -0.04% -0.14% -0.14% -0.14% 
Total Value 

Added to 
Benchmark 

-0.09% 0.32% 0.32% 0.25% 

 
• No organization concerns at this time. 
• JP Morgan outperformed or matched the return of the Lehman Brothers Aggregate Bond 

Index but placed at or below the universe medial for all periods evaluated. 
• Mercer rates this product B (average probability of outperformance). 

 
 
ASRS F2 Assessment 

• The ASRS F2 portfolio tracked the index closely for all periods evaluated. 
 
 
Barclays Global Investors  

• No organizational issues at this time. 
• BGI Enhanced U.S. Debt Fund matched the return of the Lehman Brothers Aggregate 

Bond Index for all periods evaluated. 
• BGI is tracking the benchmark as expected. 
• Mercer does not rate this product. 
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6. Presentation, Discussion and Appropriate Action Regarding a Real Estate Public Core 

Portfolio 
 
Mr. Gary Dokes, and Mr. Eric Rovelli, Assistant Equity Portfolio Manager presented 
information regarding the Real Estate Public Core Portfolio.  As part of the ASRS Real Estate 
Plan which was approved by the Board in August 2003, approximately $132 million or 10% of 
the $1.32 billion of the total real estate program allocation will be invested in Core Public REIT 
securities. Investments in Core Public REIT securities provide a diversified exposure to 
institutional real estate by investing in generally liquid, income-producing, publicly-traded 
securities. 
 
Motion:   Mr. Steve Zeman moved to approve the strategy and creation of an internally-managed 
(E5) passive Public Equity Real Estate Investment Trust (REIT) Portfolio. 
 
And 
 
Approve an ASRS Real Estate program REIT active/passive allocation of 75%/25% with +/- 
10% targets/ranges. 
 
And 
 
Authorize the E5 portfolio funding of the approximately $30 million.  
 
Mr. Christopher Harris seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
7. Presentation, Discussion and Appropriate Action Regarding Forstmann-Leff and 

Frontier (US Mid Cap Equity) 
 
Mr. Gary Dokes and Mr. Dan Kapanak, Senior Portfolio Analyst, presented information 
regarding Forstmann-Leff and Frontier (U.S. Mid Cap Equity).  The recommendation to 
terminate Forstmann Leff and Frontier Capital is based on poor historical performance for both 
managers and a lack of confidence in the managers’ ability to add value moving forward. The 
rationale and methodology for the termination, temporary management of assets, and the 
manager search process is similar to that used for Columbia Management Company (US Equity 
Small Cap growth), which was terminated in July 2004. 
 
The ASRS Board hired Forstmann Leff and Frontier Capital on June 20, 2002, with initial 
funding of $67.8 million and $67.1 million, respectively. These two managers provide the ASRS 
with active exposure to the Mid Cap growth segment of the US Equity market. For the period 
ending June 30, 2005, these firms have a three-year track record with the ASRS.  
 
Motion:   Mr. Christopher Harris moved to terminate Forstmann Leff Associates and Frontier 
Capital Management Company as ASRS U.S. Equity Mid Cap growth investment managers. 
 
And 
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Transition the assets of approximately $175 million to the ASRS E3 U.S. Equity Mid Cap 
growth portfolio until a search is completed to identify replacement managers.  
 
Mr. Karl Polen seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
8. Presentation, Discussion and Appropriate Action Regarding Dental Provider Contract 
 

Mr. Patrick Klein, Assistant Director, External Affairs Division, presented information regarding 
the Dental Provider Contract.  The Arizona State Retirement System (ASRS) Retiree Dental 
Benefits Program Request for Proposal (RFP) was issued on May 2, 2005, to 34 dental providers 
who had properly registered with the State of Arizona to receive such solicitations.  The issue of 
the RFP was also advertised in the Mesa Tribune for a two-week period. 
 
Five dental providers submitted proposals by the due date of May 27, 2005.  The five dental 
providers are; Fortis Benefits, Delta Dental, PacifiCare, MetLife, and Employers Dental 
Services.  All five vendors were found to have submitted proposals deemed to be responsive.  
Four of the dental insurers bid on providing indemnity dental plans and three bid on providing 
pre-paid dental plans.   
 
The Evaluation Committee, comprised of members from the all-retiree Health Insurance 
Advisory Committee, met on July 12, 2005, to review the analysis prepared by the ASRS staff.  
The Evaluation Committee unanimously recommended to the Operations Committee (OC) 
approval of their recommendation.  The OC discussed the Evaluation Committee’s 
recommendation in the executive session at its July 21, 2005 meeting and voted to recommend to 
the Board approval of the Evaluation Committee’s recommendation.   
 
Motion:   Mr. Christopher Harris moved to approve the recommendation of the Operations 
Committee and award the Dental Provider Contract to Fortis Benefits. 
 
Mr. Steven Zeman seconded the motion. 
 

By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
9. Director’s Report 

 
Mr. Paul Matson, Director, provided an update to the Board regarding various issues.   
 
The Securities Ligation RFP received 18 responses and there will be a formal presentation to the 
Board within the next several months regarding the RFP.   
 
The ASRS issued an RFQ for a Defined Benefit Plan Review Analysis with the objective of 
obtaining a third party perspective to review the ASRS plan design. 
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The System research analysis team is in the final stages of determining an appropriate 
methodology to modify the risk profile of the System.  In approximately one month the results 
will be communicated to the Board, and if approved, the opinion of the System Members will be 
sought out. 
 
The Auditor General report is in the final stages and Mr. Matson expects the final report to be 
submitted to the ASRS within the month. 
 
 
10.  Possible Presentation and Discussion Regarding Board Committee Updates 

 
Mr. Jaime Gutierrez, Chair, External Affairs Committee, reported that the next External Affairs 
Committee Meeting will be September 9.  Mr. Gutierrez anticipates lively discussion over the 
next few months regarding proposed pieces of legislation. 
 
Mr. Lawrence Trachtenberg, Chair, Investment Committee, reported that the next Investment 
Committee Meeting will be October 4.  In the interim, the work of the Real Estate Committee 
and the Mid Cap Search Committee will continue. 
 
Dr. Keith Meredith, Chair, ASRS, reported that the next Operations Committee meeting will be 
September 22.   
 
 
11. Board Requests for Agenda Items 

 
No requests were made. 
 
 
12. Call to the Public 

 
No members of the public requested to speak. 
 
13. The next ASRS Board meeting is scheduled for Friday, September 16, 2005 at 8:30 

a.m., at 3300 N. Central Avenue, 10th Floor Board room, Phoenix, Arizona. 
 
14. Adjournment of the ASRS Board 

 
Dr. Meredith adjourned the August 19, 2005 Board meeting at 10:35 a.m. 
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
 
    

Anne Schrode, Secretary Date  Paul Matson, Director Date 
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